November 5, 1996

TO: Governor’s Council of Economic Advisor

FROM: Chang Mook Sohn, Executive Director
Office of the Forecast Council

SUBJECT: PRELIMINARY ECONOMIC FORECAST

This preliminary forecast was based on Data Resources October Control forecast for the
U.S. economy which was produced prior to the advance GDP estimate for the third quarter of
1996. Real GDP growth slowed to 2.2 percent in the third quarter from 4.7 percent in the
second quarter. The advance estimate was very close to the forecast which had expected GDP
growth of 2.3 percent. As expected, most of the third quarter growth was the result of an
upsurge in inventory accumulation. Final salesinched up only 0.3 percent in the quarter
compared to 0.8 percent in the October Control forecast.

This forecast incorporates the BEA’s comprehensive revision to the state annual personal
income which was released in September. The data have been revised back to 1969 and are
no longer consistent with estimates for prior years. Because revised quarterly data are not yet
available, the quarterly estimates released in July were adjusted by the Forecast Council to
sum to the new annual estimates. Preliminary covered employment and wage data from the
Washington Department of Employment Security were used to generate wage estimates for
the first two quarters of 1996. For the nonwage estimates, the BEA’ srevision to the 1995
estimate was applied to the preliminary first quarter estimate and the model was used to solve
for the second quarter.

The revised income data indicate that Washington’s personal income in the second quarter of
1996 was $2.2 billion higher than previously believed. Both wage and nonwage sources of
income were significantly higher. The second quarter employment estimate, which now
incorporates the covered employment and wage data, is 8,100 lower than assumed in
September.



Memo to Governor’s Council of Economic Advisors
Page Two
November 5, 1996

The monthly employment data, as adjusted by the Forecast Council, indicates that growth in
the second half of 1996 should be strong, however. Employment is assumed to have increased
at a 4.8 percent rate in the third quarter and is expected to grow at a 3.3 percent rate in the
fourth quarter.

Washington’s aerospace employment forecast has been increased to reflect actual
employment growth since July and Boeing’'s announced acceleration in its production
schedule. The new aerospace forecast is 3,100 higher in the fourth quarter of 1996 and 6,500
higher by the third quarter of 1997. The forecast now assumes aerospace employment growth
of 13,100 from the fourth quarter of 1995 to the fourth quarter of 1996 (excluding the strike
impact). Cumulative employment growth is expected to reach 24,100 by the fourth quarter of
1997 and 28,600 by the fourth quarter of 1999. The electrical machinery employment forecast
retains the assumption that Intel will add 1,000 employees per year through 1999 in
conjunction with its new plant in DuPont. Finally, Hanford related employment is now
expected to decline 800 during 1997.

Review of the forecast by the Governor’'s Council of Economic Advisorsis scheduled for
Friday, November 8, 1996 at 10:00 a.m., in the Governor’s Conference Room located in the
State Capital Building. Council members who are unable to attend are requested to complete
and return by FAX (360) 753-7022 the enclosed forecast worksheet.

If you have any questions, please contact Bret Bertolin, Senior Economic and Revenue
Forecast Specialist at (360) 586-6785.

CMS: ct/bb

Enclosures
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U.S.

Real GDP, % Ch
Baseline

Your Opinion
Implicit Price Deflator, % Ch

Baseline

Your Opinion
Mortgage Rate, % Ch

Baseline
Your Opinion

Washington State

Real Personal Income, % Ch
Baseline

Your Opinion
Wage and Salary Employment, % Ch

Baseline

Your Opinion
Manufacturing Employment, % Ch

Baseline

Your Opinion
Construction Employment, % Ch

Baseline

Your Opinion
Housing Permits (Thousands)

Baseline

Your Opinion
Washington Average Annual Wage, % Ch

Baseline
Your Opinion

1996:Q4
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TABLE 1

U.S. Forecast Comparison

Real GDP

November
Percent Change

September
Percent Change

Implicit Price Deflator

November
Percent Change

September
Percent Change

Real Personal Income

November
Percent Change

September
Percent Change

1996:2

Wage and Salary Employment

November
Percent Change
September
Percent Change
Unemployment Rate
November
September
Mortgage Rate

November
September

3 Month T-Bill Rate

November
September

119.27
2.8
119.27
2.8

1996:3

1996:4

1997:1

1997:2

1997:3

1997:4

1995 1996

6742.9%90

3.7
2.4
6742.96899.5
2.3

1.076 1.099

5684.2586

6.9
3.2
2.9
3.1

117.20119.51
2.7 2.0
117.20119.54
2.7 2.0

1997

1998

1999




TABLE 2

Washington Forecast Comparison

Real Personal Income

November
Percent Change

September
Percent Change

Personal Income

November
Percent Change

September
Percent Change

1996:2 1996:3 1996:4 1997:1 1997:2 1997:3 1997:4

124.700 125.743 126.696 128.034 129.206 130.308 131.511
5.4 3.4 3.1 4.3 3.7 3.5 3.7
122.706 123.917 124.911 126.176 127.031 127.952 128.932
0.4 4.0 3.2 4.1 2.7 2.9 3.1

136.671 138.444 140.472 142.849 145.020 147.117 149.348
8.1 5.3 6.0 6.9 6.2 5.9 6.2
134.486 136.579 138.479 140.786 142.640 144.613 146.681
3.0 6.4 5.7 6.8 5.4 5.7 5.8

Wage and Salary Employment

November
Percent Change

September
Percent Change

Manufacturing Employment

November
Percent Change

September
Percent Change

Construction Employment

November
Percent Change

September
Percent Change

Housing Permits

November
Percent Change

September
Percent Change

2382.9 2411.1 2431.1 2446.1 2462.8 2479.4 2495.9
1.3 4.8 3.3 2.5 2.8 2.7 2.7
2390.9 2416.3 2433.1 2447.5 2463.1 2477.8 2493.5
2.7 4.3 2.8 2.4 2.6 2.4 2.6
338.4 347.0 353.6 358.2 362.7 365.9 368.4
-0.1 10.6 7.8 5.3 5.2 3.5 2.8
340.8 348.8 3529 356.2 359.2 361.9 364.2
2.7 9.7 4.9 3.8 3.3 3.0 2.6
1241 124.0 124.6 124.1 124.2 1246 125.1
6.8 -0.2 2.0 -1.7 0.4 1.2 1.5
122.2 122.3 122.4 122.1 1219 122.0 122.2
0.6 0.1 0.6 -1.2 -0.5 0.2 0.7

42.925 40.587 41.145 42.031 41.947 42.384 43.723
-24.2  -20.1 5.6 8.9 -0.8 4.2 13.2
42.925 40.990 41.708 40.494 40.690 41.374 42.021
-24.2  -16.8 7.2 -11.1 1.9 6.9 6.4

1995 1996 1997 1998 1999

120.018 125.053 129.765 134.300 138.655
3.7 4.2 3.8 3.5 3.2
119.414 123.526 127.523 131.407 135.670
4.2 3.4 3.2 3.0 3.2

129.117 137.403 146.083 155.086 164.472
6.2 6.4 6.3 6.2 6.1
128.467 135.756 143.680 152.069 161.292
6.7 5.7 5.8 5.8 6.1

2345.6 2400.1 2471.1 2544.6 2615.9

1.8 2.3 3.0 3.0 2.8
2345.6 2403.9 2470.5 2538.2 2608.8

1.8 2.5 2.8 2.7 2.8
331.4 344.4 363.8 373.2 380.4
-1.6 3.9 5.6 2.6 1.9
331.4 345.2 360.4 369.3 377.9
-1.6 4.2 4.4 2.5 2.3

121.2  123.7 1245 126.6 128.3
-1.4 2.0 0.7 1.7 1.4
121.2  122.2 122.0 123.5 125.3
-1.4 0.8 -0.2 1.2 1.5

38.160 42.664 42.521 45.833 46.890
-13.3 11.8 -0.3 7.8 2.3
38.160 42.906 41.145 44.151 46.121
-13.3 12.4 -4.1 7.3 4.5




TABLE 3.1
Monthly Nonfarm Employment Estimates
Seasonally Adjusted

Current Employment Statistics  1995:91995:101995:111995:12 1996:1 1996:2 1996:3 1996:4 1996:5 1996:6 1996:7 1996:8 1996:9
Wage and Salary Employment  2357.8 2340.0 2341.7 2362.5 2378.5 2380.6 2386.9 2386.3 2392.1 2393.6 2410.6 2417.6 2421.0

Manufacturing 333.2 310.3 310.1 331.1 333.8 333.7 334.0 333.3 333.9 335.6 340.1 342.8 344.8
Durable Manufacturing 225.0 201.0 201.6 223.0 225.3 225.3 225.5 225.7 226.0 227.9 231.4 233.9 234.7
Lumber & Wood 355 356 354 346 349 341 342 340 339 340 341 345 338
Furniture 3.7 3.7 3.6 3.7 3.7 3.7 3.6 3.7 3.8 3.7 3.8 3.7 3.7
Stone-Clay-Glass 8.8 8.8 8.9 8.8 9.1 8.9 9.0 9.0 9.0 9.0 9.0 9.0 9.0
Primary Metals 115 115 116 115 116 11.6 116 116 115 11.7 116 11.7 11.6
Fabricated Metals 13.2 134 132 133 135 13.6 13.6 13.5 13.0 135 135 13.6 13.6
Nonelectrical Machinery  22.1 22.1 223 224 226 227 228 23.0 23.1 232 233 234 234
Electrical Machinery 143 145 143 145 145 146 146 149 150 151 154 156 15.7
Aerospace 80.5 56.2 57.1 79.3 80.2 808 809 813 819 830 859 87.6 89.0
Other Trans. Equipment 149 147 148 144 143 145 145 141 140 140 140 141 140
Instruments 12.v 12,7 127 126 13.1 13.0 13.1 13.1 132 131 13.2 131 131
Other Durables 7.8 7.9 7.8 7.7 7.7 7.7 7.7 7.6 7.6 7.7 7.7 7.6 7.7
Nondurable Manufacturing 108.2 109.3 108.5 108.2 108.5 108.5 108.5 107.6 107.9 107.7 108.7 108.9 110.0
Food and Kindred Products 41.9 42.7 420 41.8 419 419 425 41.6 424 423 429 43.0 442
Apparel 9.0 9.1 9.1 9.2 9.1 9.2 9.1 9.1 8.9 8.9 8.8 8.9 8.9
Pulp and Paper 174 174 174 173 175 174 170 17.2 170 16.6 17.1 170 17.0
Printing 241 241 242 241 242 240 240 239 239 239 239 240 24.1
Chemicals 5.3 5.4 5.3 5.3 5.4 5.6 5.6 5.6 5.6 5.5 5.5 5.5 5.4
Other Nondurables 10.5 10.6 104 104 104 104 10.3 10.2 10.2 104 10.5 105 10.4
Mining 3.4 3.4 3.4 3.3 3.4 3.3 3.3 3.3 3.2 3.2 3.2 3.2 3.3
Construction 122.8 123.4 122.3 122.1 124.7 1248 124.4 124.3 124.3 1249 124.8 125.3 1254

Trans., Comm., and Utilities 119.
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Wholesale Trade 144.6 . . . . . . . . . . . .

Retail Trade 441.1 440.9 441.1 441.2 442.6 441.4 4425 442.3 442.6 442.2 442.7 443.4 443.8
Finance-Insurance-Real Estate121.7 122.2 122.3 122.2 123.0 122.9 123.0 123.1 123.8 123.9 124.3 1245 125.1
Services 628.9 630.9 632.7 632.1 637.8 640.0 642.2 643.2 646.2 647.4 651.4 655.4 657.4
Federal Government 69.4 69.0 699 699 698 696 69.1 69.1 68.7 685 68.2 67.9 67.9

State and Local Government 372.9 373.5 373.3 373.7 375.4 376.5 378.9 378.1 379.7 378.8 384.9 383.7 381.7




TABLE 3.2
Monthly Nonfarm Employment Estimates
Seasonally Adjusted

Forecast Council Assumptions  1995:91995:101995:111995:12 1996:1 1996:2 1996:3 1996:4 1996:5 1996:6 1996:7 1996:8 1996:9

Wage and Salary Employment  2355.9 2334.6 2339.7 2361.5 2372.1 2373.5 2380.3 2376.4 2386.8 2385.4 2401.0 2414.2 2418.2

Manufacturing
Durable Manufacturing
Lumber & Wood 353 353 353 351
Furniture
Stone-Clay-Glass
Primary Metals
Fabricated Metals
Nonelectrical Machinery
Electrical Machinery
Aerospace
Other Trans. Equipment
Instruments
Other Durables
Nondurable Manufacturing 1
Food and Kindred Products
Apparel
Pulp and Paper
Printing
Chemicals
Other Nondurables
Mining . . .
Construction 119.1 119.7 119.
Trans., Comm., and Utilities 119.6 122.1 122.4 121.6

H
NRE, RO RPRORNER
CWOoOUI~NNONNEOGRNWE W
PROBRRPNONNOOOINDAON DO
H
NE RO RPRUORNERR
CWOUIhNoNONNE NN WE oW
NDRUOIWWWOOWOWOORF A DR UI©
H
NE, RO RPERNERNERR
Cwoub~NoORNNNMNEORNWEOW

N, RO RPRPORNERE
UTWRARWFRWOUIRODOOOITRDN U100 O

(=Y
(=Y
(=Y

PROOTANOPRNNNOIORNWE W
[

OWUIRORODDOO~NRRWRN DN

=
N

Wholesale Trade 144.3 144.3 144.0 144.3
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Finance-Insurance-Real Estate121.8 122.6 122.9 123.3
Services 629.3 630.0 631.1 630.7
Federal Government 69.4 69.9 69.5 69.7

State and Local Government 372.9 372.7 373.6 374.9
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1995:91995:101995:111995:12 1996:1 1996:2 1996:3 1996:4 1996:5 1996:6 1996:7 1996:8 1996:9

Monthly Nonfarm Employment Estimates

Seasonally Adjusted

TABLE 3.3
Difference
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TABLE 4

U.S. Economic Forecast Comparison
October 1996

1996:3

Real GDP, Percent Change

DRI 2.3

Merril Lynch 1.7

Blue Chip 2.4

WEFA 1.9
3-Month T-Bill Rate, Percent

DRI 5.10

Merril Lynch 5.10

Blue Chip 5.2

WEFA 5.1

Consumer Price Index, Percent Change

DRI 2.4
Merril Lynch 2.2
Blue Chip 2.6

WEFA 2.1

1996:4

2.5
1.6
2.3
1.7

5.14
4.95
5.2
5.0

3.3
2.2
2.9
2.7

1997:1

2.0
1.8
2.1
2.1

5.38
4.95
5.3
4.9

2.9
2.7
3.0
2.7

1997:2

1.7
1.8
1.8
1.9

5.53
5.00
5.3
4.9

2.6
2.8
3.0
2.7

1996

2.4
2.2
2.4
2.3

5.05
5.00
5.1
5.0

3.0
2.9
2.9
2.9

1997

2.3
2.0
2.2
2.2

5.51
5.10
5.3
4.9

2.9
2.7
3.0
2.7

1998 1999
25 21
23 23
5.39 5.21
4.7 47
2.8 2.8
2.7 2.7




